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acquires the bonds by purchase, it may have one of the following purposes
to serve:
1.  To eliminate fixed charges.   An industrial corporation that experiences
alternating periods of large earnings and lean years may find the meeting of
fixed charges in periods of little or no earnings very burdensome.   In periods
of large earnings, the corporation may anticipate the time when its goods or
services are not so greatly demanded.   It may use its favorable cash position
in high-earning years to pay off its debt and thereby to eliminate its fixed
charges.   If it lacks cash or salable treasury assets whose proceeds may be
used for this purpose, it may take advantage of cheap money available from
bank loans to borrow money for short periods of time to pay off its bonds.
The bank loans may be liquidated,, either from future profits or from some
subsequent financing operations.
2.  To invest idle funds.  American corporations, particularly, follow a
practice of distributing only a part of their earnings, even in profitable
years.   Sometimes the earnings that are retained represent idle cash.   Even
though interest charges on a corporation's bonds may not be either high or
burdensome, the redemption of bonds is frequently looked upon as a profit-
able outlet for idle cash for which the corporation has no immediate or
prospective need.
3.  To reduce interest charges.  Bonds issued in tight money markets are
expected to carry high interest charges.   In more favorable markets, it is
frequently possible to issue bonds with considerably lower interest rates.   In
anticipation of using lower rate bonds, corporations sometimes call in high-
rate bonds and pay them off from treasury cash that may be needed within
a few months for other purposes.   By the time the need has materialized, the
corporation will have replenished its treasury from the sale of a subsequent
bond issue carrying a lower rate of interest than the one which has been paid
off.   The same method of refinancing could be used to replenish the treasury
when cash has been used to buy the earlier issue of bonds in the open market.
4.  To eliminate bonds with too rigid requirements.  Bonds issued in
tight money markets not only carry high rates of interest, but they frequently
contain unusual obligations that the corporation assumes in order to make
the bonds marketable.   Investors in times when money is tight are more
discriminating than they are when they are more optimistic about the future.
As a consequence, those who seek their favor must offer greater inducements
than are needed in more normal times.  These may take the form of restric-
tions upon the freedom of operations of the corporation.   It is always to the
advantage of the issuing corporation to redeem bonds of this character as
soon as conditions permit.
5.  To provide a more comprehensive and flexible financial plan.  When
a corporation is first started, or at any rate during its early life before its
credit standing is well established, it may be necessary to use a small closed-